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STATE PLAN UNDER TITLE XIXOF THE SOCIAL SECURITY ACT 
State:MICHIGAN 

METHODS OF PAYMENT OF REASONABLE COSTS -
INPATIENT HOSPITAL SERVICES 

B. DRG Price: 

Each hospital's Title XIX operating cost to Title XIX total charge ratio was 

obtained from filed cost reports for fiscal years ending between October 1, 1991 I 

and September 30, 1992. % .  


A paid episodes file was created of all Medicaid and Children's Special Health I 

Care Services program episodes within a specified time period. The time period 

was set to correspond to the hospital cost period from which the cost to charge 

ratio data was drawn. For hospitals with less than a full 12 month cost year, cost 

data from the partial yearare used against the hospital's paidclaims data for a 

ful l  year ending with the end date of their short fiscal year. 


The relative weights paid claims file as adjusted was usedfor DRG price 

calculations with the following exceptions: 


0 

0 

0 

TN No. ?'ieJ, 

Supersedes

TN NO. 91-40 


In setting the operating limits, hospitals were limited to those enrolled as of 
January 1,1994. 

The tile for computing DRG prices consists of claims from admissions 
during each hospital's fiscal year ending between October 1, 1991 and 
September 30, 1992. 

If a hospital had a distinct part rehabilitation unit, the Medicaid costs for the 
distinct part unit are removed from the total Medicaid costs for the hospital. 

indirect education and area cost adjustors are applied only for the purpose 
of determining the statewide operating limits. 
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The remaining file was used to calculate each hospital's cost perdischarge: 

I 1. 
2. 
3. 
4. 
5 .  

Paid Claims Charges I 

Operating cost/charges Ratio 

Paid Claims Cost (Line 1 x Line 2) 

Med/Surg Discharges 

Med/Surg Costper Discharge 


Med/SurgCost per Discharge 

Mix of 1.OO (Line 5/Line 6 )  


Each hospital'scosts are inflated to a common point in time by the following 
factors computed using the Data Resources, Inc. PPS-Type Hospital Market 
Basket Index forthe first quarter of 1994. For hospitals with cost reporting 
ending other than the end of a quarter, the inflation update for the quarter in 
which the hospital's fiscal year ends is used: 

1.016 

TNNo.  4 4 - 3 1  Approval f#//-40 Effective Date 10/1/94 
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METHODS OF PAYMENT OF REASONABLE COSTS -
INPATIENT HOSPITAL SERVICES 

Common inflation factors are used to bring ratestoi the State fiscalyear 
beginning October 1, 1994 and were obtained from the firstquarter 1994 Data 
Resources, Inc. PPS-Type HospitalMarket Basket Index: 

to 1.029 

to 1993-94 1.028 

to 1.036 


The truncated mean of DRG base prices, which have been adjusted for indirect 
education and area cost, is determined by calculating an unweighted mean price 
for all DRG reimbursed Michigan hospitals that were enrolled in the Michigan 
Medicaid Program as of January 1, 1994 and that had base year data from 1991
92. 

For hospitals whose standardized price is greater than the mean price plus one 
standard deviation of the standardized prices, the standardizedprice is limited to 
the mean plus one standard deviation. A mean weighted bybase period ' 

discharges is computed with this limitation and becomes the truncated mean. 

The standardized price is: 

Hospital Specific DRG Price 

Indirect Education Adjustmentx Area Cost Adjustor 


Where the indirect education adjustor is: 

1+ (r(1+ 
Interns & Residents 

)Jf9S - I] x 0.715)
Beds 

and the area cost adjustor is: 

(0.90 x Area Wage Adjustor) + 0.IO 

No.	TN L/il *J/ Approval f-//-O 0 Effective Date 10/1/94 
Supersedes 
TN NO. 93-35 
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METHODS OF PAYMENT OF REASONABLE COSTS -
INPATIENT HOSPITALSERVICES 

The number of beds for each hospitalis the average number of available 
licensed beds for the hospital. Available licensed beds are limited to beds in the 
medicallsurgicalportion of the hospital. Interns and residents are only allocated 
to the medicallsurgicalportion of the hospital. The standardized price was set 
using beds, internsand residents figures from hospital indigent volume survey I 
data filed forhospital fiscal years ending between October 1, 1991 and I 
September 30, 1992. 

Each hospital's operating limit is determined by adjusting the statewide limit 
using wage and indirecteducation data from filed cost reports for hospital fiscal 
years ending between October 1, 1992 and September 30, 1993. The base DRG I 
price for each hospital will be limitedto a maximum of this operating limit. 

Each hospital's wagefactor for computing the hospital's operating limit is i t s  
county (or city of Detroit) average reported wage per hour divided by the 
statewide average hospital reported wage per hour. County (or city of Detroit) 
and statewide reported average wage per hour is calculated using DRG 
hospitals including freestanding DRG children's hospitals submitted wage data 
only. 

TN No. 94d f Approval fl- //-A6 Effective Date 10/1/94 
Supersedes
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INPATIENT HOSPITAL SERVICES 

For hospitals with base DRG prices below the operating limit, the hospital'sbase DRG 
price will be increased by adding 10%of the differencebetween the hospital specific base 
price and the limit. 

The formula for the adjustors are the same as listed above. n e  data for theindirect 
education adjustor is limited to available beds from the medicallsurgical portion of the 
hospital and the interns and residents are only those allocated to the medical/surgical 
portion of the hospital. Each hospital's wage data is brought to a common point using 
the following factors. 

10/1/92 

~~~~~~ 

10131190 1.OS2 

12/31/90 1.038 

3/31/91 1.025 

4/30/9 1 1.025 

5/31/91 1.013 

6130191 1.013 

8/31/91 1.Ooo 
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10/01/94 	 To neutralize eachhospitals reported wage costsfor Werent  fiscal year end dates thefollowing 
adjustment factors, derived from the first quarter 1994Data Resources, Inc. PPS-Type Hospital 
Market Basket Index employee costcomponent, will be used: 

10/0 1/94 

I I 	 Wage dk Benefit I 

Inflation to 1994 
1.025 12/31/92 


03/31/93 1.016 

06/30/93 

09/30/93 


10/01/94 	 The formula for the FY93/94indirecteducation adjustor is the same as for thebaseyear except 
that theavailable beds arelimited to beds in themedicallsurgicalportion of the hospital and 
interns and residents are only allocated to themedical/surgical portion of the hospital. 

10/01/94 	 For hospitals withbase DRG prices below the operatinglimit, the hospital's base DRG price will 
be increased by adding 10% ofthe difference betwren thehospital specificbase price and the 
limit. 

10/01/94 Thus, thebase DRG price for each hospital is determined using thefollowing table: 

1. StatewideDRG Operating Cost Limit 
2. Hospital's Area Cost Adjustor 
3. Hospital's Indirect Education Adjustor 
4. Hospital'sDRG Operatinn Limit 

(Line 1X Line 2X Line i) 
5. Hospital'sSpecific Base DRG Price 
6. 	 Hospital's Base DRG PriceafterLimit 

(Lesser of Line 4or Line 5 )  
7. 	 Incentive (IfLine 5 cLine 4, 10%of the difference 

between Line 4and Line 5, otherwise, 0) 
8. 	 Hospital's Base DRG Price 

(Line 6 + Line 7) 
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~ c. inflation 

l O / O  1/95 1 	
The inflation factors usedto bring DRG prices from the base period (hospital fiscal years ending between 
October I,1991 and September 30, 1992) to FYE 1996 are as follows Inflation will be computed using the 
first quarter 1995 Data Resources, Inc. PPS-Type Hospital Market Basket index. Current rates from that index 
are listed below. For hospitals with cost reporting periods ending orher than the end ofa quarter, the inflation 
update for the closest quarter will be used. 

i FYE to FYE 92 to 93 to 94 to 95 to FYE 96 


I 12/3 1/91 1.023 I .031 1.025 I .u3 1 1.035 


I 313 I192 1.016 I .03 1 I . o x  I .031 I.03s 


I 6130/9? 1.008 I .03 1 1.035 1.031 1.035 


I 9130192 1 .ooo I .03 1 1.025 1.03 I 1.035 
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METHODS OF PAYMENT OF REASONABLE COSTS -
INPATIENT HOSPITAL SERVICES 

D. Special Circumstancesunder DRG 

In some specialcircumstances,reimbursement for operating costs uses a DRG 
daily rate. The DRG daily rate is: 

DRG Price x Relative Weight 

Published Average length of Stayfor the DRG 


The specific outlier thresholds for each DRG is contained in Appendix A. I 
1. Day Outliers 

High day thresholds will be set at the lesser of the 97* percentile length 
of stay or 30days beyond the mean lengthof stay. 

Reimbursement for high day outliers will be: 

(DRG Price x Relative Wgo+ Outlier Days x [( 
DRG Price x Relative Wgt

)x 60%J
Ave. LOS for theDRG I 

If an episode is both a day and a cost outlier, reimbursement will be the 
greater of the two amounts. 

2. Day Outliers 

For services where the lengthof stay is less than thepublished low day 
threshold, reimbursement is actual charges multiplied by the individual 
hospital's cost to charge ratio, not to exceed the full DRG payment rate. 
The ratio is the hospital's Title XIX operating cost to Title XIX total 
charges as obtained from filed cost reports for fiscal years ending 
between October 1, 1991 and September 30,1992. 

Acute3.  than Care 

If a claim is a high day outlier and review shows that the recipient 
required less thanacute continuous medical care during the outlier day 
period, Medicaidpayment is made at the statewide nursing facility per 
diem rate for the continuous sub-acute outlier days, ifnursing care was 
medically necessary. 

TN No. 94 -21 Approval g - / / d &  Date 10/1/94 

Supersedes 

TN NO. 91-40 




Effective  

Attachment 4.19-A 
Page 15 
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4. Cost Outliers 

An episode is deemed to be a cost outlier when costs (charges times the 
hospital's operating ratio) are greater than twice the DRG payment
(DRGPrice x Relative Weight,or the per diem payment amount, if the 
case is transferred andpaid a daily rate) at least $35,000. Claims 
paid a percent of charge cannot be cost outliers. 

Each hospital'sTitle XIX operating cost to Title XIX total charge ratio 
was obtained from filedcost reports for fiscal years ending between 
October 1, 1991 and September 30, 1992. 

Reimbursement for cost outliers will be dependent upon the cost 
threshold. 

(DRG Price x Re1 Wgo + [(Charges x Operating Ratio) - (Cost Threshold)]x 85% 

The Cost Threshold will be the eof: 

0 	 2 x DRG Price x Re1 Wgt (twice the regular payment for a transfer 
paid on a per day basis for episodes paid less than a full  DRG), or 

$35,000 

If an episode is both a high day and a cost outlier, reimbursement will 
be thegreater of the two amounts. 

5 .  Transfers 

a. Payment tothe Transferring Hospital 

Except in the case of DRGs which specify a transfer of a 
patient (in whicha full DRG payment will be made plus an 
outlier payment, ifappropriate), the transferring hospital is 
paid a DRG daily rate for each day of the recipient's stay, not 
to exceed the appropriate full DRG payment, plus an outlier 
payment, ifappropriate. 

b. Payment to the Receiving Hospital 

If the patient is discharged, the receiving hospital is paid the 
full DRG payment, plus an outlier payment if appropriate. 

Ifthe patient transferred again, the hospital is paid as a 
transferring hospital. 

TN No. 9$-3/ Approval ge 0 Date 10/1/94 
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TN NO. 91-40 
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6. Readmissions 

Readmissionswithin 15days for a related condition, whetherto the sameor a different hospital, 
are considered apart of a single case/episodefor payment purposes. 

1: 
Ifthe readmissionis to the same hospital, the combination beof the twohospitalizations should 
submitted on one invoice. 

If the readmissionis to a different hospital,full payment is made to thesecond hospital. The first 
hospital's paymentis reduced by the amount paid to the second hospital. firsthospital's 
'payment is neverless thanzerofor the episode. 

Readmissionswithin 15 days for unrelated conditions, whetherto the sameor a different 
hospital, are considerednew admissionsfor payment purposes. 

7. Percent of Charge Reimbursement 

The cost to charge ratio is obtained from filed cost reportsfor hospital fiscalyears ending 
between October 1,1991 and September 30,1992. 

8. . Hospitals Outsideof Michigan 

medical/surgical hospitals not located in Michigan and enrolled in the Michigan Medicaid 
Program are reimbursed under theDRG system. The DRG price is the truncated mean base 
prices for hospitals locatedin Michigan adjustedonly for inflation. 


